
 

 

IRS Private Letter Ruling on a 401(k)-Based 
Student Loan Repayment Program 
Student-loan debt is a major concern for many Americans. And for many, it is a 
barrier to contributing to a defined contribution (DC) plan at work. Employers 
have been looking for ways to help their employees deal with their student loans, 
and are also seeking ways to encourage participation in DC plans. 

A Private Letter Ruling (PLR) from the Treasury Department and the Internal 
Revenue Service provides a narrow path to using 401(k) plans to provide 
financial assistance to employees who are repaying student loans.1 Like all 
PLRs, it is technically only applicable to the company that received it. 

The PLR 
The PLR addresses an employer’s program under which the employer would 
make contributions to a participant’s 401(k) plan account if the participant made 
student loan payments (outside of the plan). The student loan was not from the 
employer or the plan, and the repayments were not to the employer or the plan. 

Although the details described in the PLR are somewhat complex, the concept 
is fairly simple: Employees who make student loan repayments to their loan 
providers of a specified minimum amount of monthly pay receive an employer 
nonelective contribution to the plan in the same amount that they would have 
received as a matching contribution if they had contributed the specified amount 
to the plan in the form of elective deferrals. These employees are still permitted 
to make elective deferral contributions to the plan if they wish to do so, but they 
will not receive matching contributions on those deferrals — an employee gets an 
employer nonelective contribution or a matching contribution, but not both. 

Under the facts of the PLR, if a 401(k) plan participant made a loan repayment 
equal to at least 2 percent of the participant’s compensation for the period, the 
employer would make a contribution to the participant’s 401(k) plan account — 
described as a “student loan repayment (SLR) nonelective contribution” — 
equal to 5 percent of the participant’s compensation. A participant who made 
the 2 percent student loan payment could still make elective contributions to the 
401(k) plan, but no match would be available on those elective contributions. 

If the participant did not elect to participate in the student loan program, the 
participant would be eligible for the regular matching contributions program under 
the plan. Both SLR nonelective contributions and matching contributions were 
subject to the same vesting schedule. 

                                                           
1 PLR 201833012 is available on the IRS website. 
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Under current 401(k) rules, no benefit can be conditioned (directly or indirectly) upon a 
participant electing to make or not make elective contributions under a 401(k) plan in lieu 
of receiving cash (other than matching contributions to that or another DC plan). The PLR 
states that the program does not violate this restriction because the employer contribution 
is not conditioned (directly or indirectly) on the employee making elective contributions. 
Further, the employee making student loan repayment (SLR) nonelective contributions 
still can make elective contributions. 

Implications for Public Sector Plans 
There are several types of defined contribution (DC) plans sponsored by public 
employers, including 401(a), 403(b), and 457(b) plans, some of which may be 
appropriate for a student loan program similar to the program described in the PLR. 

Public employers sponsoring a 401(a) plan are permitted to make discretionary 
employer contributions to the plan. Thus, it is likely that public employers can already 
make discretionary contributions to a 401(a) plan on behalf of employees who pay a 
specified minimum amount towards repaying student loans to the extent desired, 
without regard to the IRS guidance in the PLR.  

Public sector 403(b) plans are similar in structure to private sector 401(k) plans in 
that they can offer both employee elective deferrals and employer contributions. 
Consequently, it may be possible for a 403(b) plan to offer a student loan program 
similar to the one described in the PLR. However, currently there is no federal 
guidance on whether or not a public employer could use a 403(b) plan for such a 
student loan program. 

Although public employers are also permitted to make contributions to a 457(b) plan, it 
is not common for them do so because employer contributions reduce the maximum 
amount of elective deferrals that employees can make to a 457(b) plan. For this 
reason, 457(b) plans may not be an appropriate vehicle for a student loan program 
similar to the one described in the PLR, particularly since there is no federal guidance 
on whether or not a 457(b) program can offer such a program. 

Scope of the Problem 
Student loan debt statistics for 2018 demonstrate the serious burden on borrowers. 
According to the Federal Reserve Bank of New York’s Quarterly Report on Household 
Debt and Credit for 4Q 2018, student loan debt reached $1.46 trillion, with more than 
44 million borrowers.2 Student loan debt (about $33,000 per student)3 is behind only 
mortgage debt, and higher than credit card and auto loan debt. 

A large majority of those who graduated in 2015 (68 percent) had student debt.4 
Significantly, student loans are not only a financial burden for millennials. Nearly 
one-quarter of those age 40–44 and 7 percent of those age 45–59 have student debt.5 

Solutions to the student loan debt crisis have been proposed by Congress, and the 
issue may be the subject of hearings this year. Employers are also seeking methods 
for helping employees repay student loans, as a way to attract and retain employees in 
a tight labor market. While taxable student loan reimbursement payments are becoming 
popular, this PLR may provide an additional tax-preferred method to assist employees. 

                                                           
2 The Federal Reserve Bank of New York, Quarterly Report on Household Debt and Credit for 4Q 2018, 

(February 2019). 
3 The Federal Reserve, Education Debt and Student Loans, (accessed March 8, 2019). 
4 Institute for College Access & Success, Student Debt and the Class of 2015 (October 2016). 
5 Pew Research Center analysis of the Federal Reserve Board’s 2016 Survey of Household Economics and 

Decisionmaking (May 2016). 
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https://www.newyorkfed.org/medialibrary/interactives/householdcredit/data/pdf/HHDC_2018Q4.pdf
https://www.federalreserve.gov/publications/2017-economic-well-being-of-us-households-in-2016-education-debt-loans.htm
https://ticas.org/sites/default/files/pub_files/classof2015.pdf
http://www.pewresearch.org/fact-tank/2017/08/24/5-facts-about-student-loans/
http://www.pewresearch.org/fact-tank/2017/08/24/5-facts-about-student-loans/
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How Segal Can Help 
Segal works with plan sponsors and their legal counsel on compliance issues. We 
can help employers determine the impact of the student loan crisis on their workforce 
and recruitment and retention efforts. We can review existing options for student loan 
repayment programs and help keep track of new proposals in Congress and the 
federal agencies. 

Questions? 
For more information about whether this new approach may be available to your plan, 
please contact your Segal consultant. 

Update is Segal Consulting’s electronic newsletter summarizing compliance news. Update is for 
informational purposes only and should not be construed as legal advice. It is not intended to provide 
guidance on current laws or pending legislation. On all issues involving the interpretation or application of 
laws and regulations, plan sponsors should rely on their attorneys for legal advice. 
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